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[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor 
of the Students' Department.]
Examination in Accounting Theory and Practice—Part II
November 14, 1930, 1 P. M. to 6 P. M.
The candidate must answer all the following questions:
No. 1 (30 points):
Following are the balance-sheets of company A and its subsidiaries B and C 




Preferred capital stock of company B—
60%........................................................... $ 300,000
Common capital stock of company B—
90%............ 800,000
Common capital stock of company C—
90%........................................................... 1,300,000
Bonds of company B at cost..................... 270,000
Notes receivable—company B...................... 20,000




Preferred—6%........................................ $ 500,000 $ 500,000 $ 500,000
Common....................................................... 1,100,000 150,000 500,000
$1,600,000 $ 650,000 $1,000,000
Surplus:
Balance—January 1, 1929.......................
Net profits for the year 1929..................













Balance—December 31, 1929................. . $1,488,000 $ 320,000 $ 570,000
First mtge., 6%, bonds outstanding.........
Notes receivable discounted—company B.
Notes payable—company A.......................
Other liabilities..............................................









The dividends on the preferred stocks of the respective companies have all 
been paid during the year 1929.
The bonds of company B, which mature December 31, 1936, were acquired 
by company A on July 1, 1929, at 90.
Company A acquired its holdings of the stock in companies B and C at the 
date of their incorporation and has taken up its share of the surplus and earn­
ings of these companies.
From the foregoing, prepare a consolidated balance-sheet as at December 31, 
1929, showing surplus at the beginning and end of the year, dividends paid and 
net profit.
Solution:
The problem states that the dividends on the preferred stock of the respective 
companies were paid during the year 1929. As the balance-sheet of company 
A shows a charge against surplus account for dividends of only $12,000, while 
the dividend requirement on its $500,000 of outstanding 6 per cent, preferred 
stock would amount to $30,000, it may safely be assumed that the difference, 
$18,000, represents the dividend which Company A received on the $300,000 
of preferred stock of Company B owned by Company A. Apparently no 
dividends were paid on the common stock of any of the companies.
Nothing to the contrary, it is assumed that the preferred stock of Company 
B has neither cumulative dividends in arrears nor participation rights. Hence, 
no division of surplus between the two classes of stock is made.
COMMENTS ON ELIMINATIONS
The par value of the bonds of Company B purchased by Company A on 
July 1, 1929, at 90 is shown as an elimination (A) in the working papers. For 
consolidated balance-sheet purposes, however, these bonds are shown as 
treasury bonds. The unamortized bond discount on the bonds should be 
reduced by a charge for the six months period during which Company A held 
them and a credit to its earnings. As the bonds had a life of seven and a half 
years at the date of purchase, the amount of the bond discount applicable to the 
half year ended December 31, 1929, would be 1/15 of $30,000 or $2,000. The 
balance in the unamortized discount account is shown in the consolidated 
balance-sheet as a deferred credit to be written off over the life of the bonds.
As Company A followed the practice of taking up its share of the profits of 
its subsidiaries, the book value at December 31, 1929, is eliminated from the 
investment accounts.
Notes receivable discounted—Company B—are carried out as a direct 
liability on the consolidated balance-sheet.
Company A and Its Subsidiaries, Companies B and C 
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Liabilities and net worth
Notes payable........................................................................................ $ 10,000
Other liabilities...................................................................................... 1,612,000
First mortgage 6% bonds outstanding: 
Company A....................................... $1,000,000
Company B............................................ $ 600,000
Held in treasury................................ 300,000 300,000 1,300,000
Unamortized bond discount................................................................
Minority interest:
Company B Company C Together
Preferred stock—6% .... $200,000 $ 500,000 $ 700,000
Common stock.................. 15,000 50,000 65,000
Surplus............................... 32,000 57,000 89,000










Company A and Its Subsidiaries, Companies B and C
Analysis of consolidated surplus for the year ended December 31, 1929
Balance, January 1, 1929............................ $1,100,000
Net profit for the year:
Company B................................................ $200,000
Less—Preferred stock dividends...........  30,000
Profit applicable to common stock... $170,000
Company A’s share—90%.............. $153,000
Company C................................................ $300,000
Less—preferred stock dividends ........... 30,000
Profit applicable to common stock... $270,000
Company A’s share—90%.............. 243,000
Total profit of subsidiaries taken
up by Company A.................... $396,000
Company A—per books.......................... $ 4,000
Interest earned (bond discount)............. 2,000 6,000
Net profits from operations................ $402,000
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Dividend received by Company A on pre­
ferred stock of Company B.................
Total.......................................................
Dividends paid on preferred stock of Com­
pany A....................................................





No. 2 (28 points):
The X company formed a new corporation—the Y company—and on 
January 1, 1930, paid $100,000 for the entire authorized capital stock, viz.: 
10,000 shares of no par value (stated value $5 a share).
On the same date the new corporation acquired the business formerly con­
ducted by A and B, for $100,000 in cash. The tangible assets acquired and 
liabilities assumed as recorded on the books of A and B were as follows: accounts 
receivable, $25,200; inventory, $9,600; 4 per cent. bonds, par value, $5,000; 
land, $15,400; building, less depreciation, $25,000; equipment, less depreciation, 
$4,300; mortgage payable, $15,000; accounts payable, $25,000.
The building was purchased January 1, 1920; $5,000 of equipment on Jan­
uary 1, 1919, and $6,000 on January 1, 1928. Depreciation is said to have 
been recorded on a straight-line basis at the following rates: equipment, 10 per 
cent. per annum; building, 5 per cent. per annum to December 31, 1924, and 
2 1/2 per cent. thereafter.
The cash transactions of the Y company for the three months ended March 
31, 1930, are summarized as follows:
Receipts
10,000 shares of capital stock.................................................................. $100,000
Accounts receivable collected.................................................................. 65,000
$3,000 par value of 4% bonds—sold February 28, 1930.................... 2,800
Accrued interest on bonds sold............................................................... 20
$100,000 par value 5% debentures of Y company due January 31, 
1940 (issued January 31, 1930)....................................................... 90,000
$257,820
Disbursements
Payment to A and B................................................................................ $100,000
Merchandise............................................................................................... 60,000
Mortgage and accounts payable at January 1, 1930.......................... 40,000




At March 31, 1930, accounts receivable amounted to $80,000; accounts 
payable for merchandise $35,000, for expenses $3,000; the inventory was valued 
at $40,000 and prepaid expenses were computed at $1,000.
According to the directors’ minutes, the building and equipment are to be 
valued for accounting purposes and recorded at cost to A and B, less deprecia­
tion on a straight-line basis at 2 1/2 per cent. and 10 per cent. per annum re­
spectively, and the other assets at the value shown by the books of A and B. 
Organization expense is to be written off in January, 1930, and depreciation is 
to be provided on the revised basis stated in the minutes.
Prepare balance-sheet as at March 31, 1930, including provision for federal 
income tax at 12 per cent., and income account for the three months ended 
March 31, 1930.
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Solution:
The trial balance of the Y Company as at January 1, 1930, appearing in the 
working papers includes the outstanding capital stock of $100,000 and goodwill 
of $55,500. The goodwill figure is the excess of the $100,000 paid in cash over 
the net tangible assets of A and B as recorded on the books of A and B.
The building was carried on the books of A and B at $25,000, which amount 
represents the cost, less depreciation figured at 5 per cent. per annum to Decem­
ber 31, 1924, and 2% per cent. thereafter. According to the minutes of the 
board of directors, the buildings are to be valued at cost to A and B, less de­
preciation on a straight-line basis at 2 1/2 per cent. The cost of the building to
A and B may be computed as follows:
Depreciation at 5%:
From January 1, 1920, to December 31, 1924 
5 years at 5%................................................................ 25 %
Depreciation at 2%%:
From January 1, 1925, to December 31, 1929 
5 years at 2%%............................................................ 12%




Equals book value.......................... 62%%, or $25,000
The cost at January 1, 1920, was $25,000 divided by 62%%
or.............................................................................................. $40,000
The depreciation deducted was 37%% thereon or.............  15,000
And the book value was..............................   $25,000
The adjustment to set up the cost of the building and the accumulated de­
preciation at the rate of 2% per cent. per annum follows:
Adjustment No. 1
Building at cost......................................................................... $15,000
Reserve for depreciation—building.................................... $10,000
Goodwill.................................................................................. 5,000
To write up the building account to cost and to set up 
the reserve for depreciation on building at the annual 
rate of 2%% (January 1, 1920, to December 31, 1929— 
10 years).
The equipment account represents two purchases—one of $5,000 made 
January 1, 1919, and one of $6,000 made January 1, 1928. On the basis of a 
ten year life (10 per cent. depreciation per annum on cost, without allowance 
for scrap) the first purchase was theoretically retired one year after the date of 
the second purchase. An analysis of the equipment account should show:
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1920........................... .............. $ 500 4,500
1921........................... .............. 500 4,000
1922........................... .............. 500 3,500
1923........................... .............. 500 3,000
1924........................... .............. 500 2,500
1925........................... .............. 500 2,000
1926........................... .............. 500 1,500
1927........................... .............. 500 1,000
1928........................... .............. 500 $6,000 6,500
1929........................... .............. 500 $ 600 5,400
1930........................... .............. 500 600 4,300
Totals................... .............. $5,500 $5,000 $1,200 $6,000 $4,300
From the above analysis it will be seen that the first purchase of $5,000 had
been charged with $5,500 of depreciation which may be adjusted as follows:
Adjustment No. 2
Equipment.................................................................................... $6,700
Reserve for depreciation—equipment.................................. $6,200
Goodwill.................................................................................... 500
To set up the cost of equipment, and to adjust the 
depreciation reserve.
If the equipment purchased on January 1, 1919, for $5,000 had been scrapped, 
it should have been written off the books by a charge to reserve for depreciation 
—equipment, and a credit to equipment.
The cash transactions, subsequent to the sale of the capital stock of Y 
Company and the payment made to A and B which are given effect to in the 
working trial balance, may be recorded as a journal entry.





Selling, general and administrative expenses..................... 20,000




Accrued interest on bonds sold......................................... 20
5% debentures of Y Company......................................... 90,000
To record cash receipts and disbursements for the
period January 1, 1930, to March 31, 1933.
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Adjustment No. 4 
Loss on sale of 4% bonds...................................................... $200
4% bonds............................................................................. $200
To record the loss on the sale of $3,000 par of 4% 
bonds.
Adjustment No. 5
Unamortized bond discount.................................................. $10,000
5% debentures of Y Company......................................... $10,000
To record the unamortized bond discount on the
$100,000 par value of 5% debentures issued January 31,
1930, and due January 31, 1940.
To prepare an income account it will be necessary to compute the amount of 
sales for the period. This can be done as follows:
Accounts receivable at March 31, 1930.............. $ 80,000
Accounts receivable collected............................... 65,000
Total..................................................................... $145,000
Deduct—accounts receivable January 1, 1930.. . 25,200




To record sales during period from January 1, 1930, 








Selling, general and administrative expenses...................... 2,000
Accounts payable—expenses............................................ 3,000
To record the accounts payable for expenses at
March 31, 1930.
Adjustment No. 9
Inventory—March 31, 1930.................................................. 40,000
Merchandise......................................................................... 40,000
To set up inventory at March 31, 1930.
Adjustment No. 10
Depreciation—building.......................................................... 250
Reserve for depreciation—building.................................. 250
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To set aside depreciation on building for the period 
at the rate of 2 1/2% per annum.
Cost................................................................. $40,000
per annum.......................................... $ 1,000
3 months......................................................... $ 250
Adjustment No. 11
Depreciation—equipment...................................................... $ 150
Reserve for depreciation—equipment............................. $ 150
To set aside depreciation for the period at the rate of
10% per annum on the $6,000 of equipment not written 
off. 10% of $6,000 divided by 4=$150.
Apparently the interest on the four per cent. bonds was collected on January 
1, 1930, as the interest accrued on the $3,000 par of bonds sold on February 28, 
1930, amounted to $20—the interest for two months on $3,000 at 4 per cent. 
per annum. The interest on the $2,000 par of 4 per cent. bonds still on hand at 
March 31, 1930, is, therefore, 1/4 ($2,000X4 per cent.) or $20. The interest 
earned on the bonds sold and on those still on hand should be recorded as 
earned.
Adjustment No. 12
Accrued interest on bonds sold............................................. $ 20
Accrued interest on bonds..................................................... 20
Interest earned.................................................................... — $ 40
To record the interest earned on the bonds sold and 
still on hand.
Provision should be made for the accrued interest and the bond discount 
amortized on the $100,000 of 5 per cent. debentures of Y Company which were 
issued on January 31, 1930. The accrued interest thereon at March 31, 1930, 
would amount to 1/6 of 5 per cent. of $100,000 or $833.33. The amount of 
bond discount to be amortized, using the straight-line method would be:
Amount of bond discount.................................... $10,000.00
Years outstanding—10 years.
Annual charge....................................................... $ 1,000.00
Applicable to two months period—January 31, 
1930, to March 31, 1930.............................. $ 166.67
Adjustment No. 13
Bond discount amortized................................................... $ 166.67
Interest on debentures....................................................... 833.33
Accrued interest on debentures.................................... $ 833.33
Unamortized bond discount.......................................... 166.67
To record interest charge on debentures.
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To write off organization expense.




Reserve for federal income taxes.................................. , $3,796.80
To provide a reserve for federal income taxes for 
the period.
The Y Company
Statement of profit and loss for the period, January 1, 1930, to March 31, 1930
Sales.............................................................................. $119,800.00
Deduct—cost of sales:
Inventory, January 1, 1930..................................
Purchases.................................................................
Total.....................................................................
Inventory, March 31, 1930...................................
Gross profit on sales...................................................
Deduct—expenses:








Amortization of bond discount. ... $166.67
Interest on debentures..................... 833.33
Less—interest earned...........................
Net profit and income................................................
Loss on sale of bonds.................................................
Provision for federal income tax..............................
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Computation of federal income tax for the period 
January 1, 1930, to March 31, 1930
Net profit and income, per statement of profit and loss..............
Add—life insurance premium—(It is assumed that the corpora­
tion is the beneficiary, hence the premium is non-deductible)
Total.............................................................................................
Deduct—loss on sale of bonds............................................................
Taxable income...................................................................................
Income tax for the period—12% of $31,640.00 or.......................
The Y Company 






Accrued interest receivable................................... 20.00
Investments:













Fixed assets: Reserve for
Cost Depreciation Balance
Land............................. $15,400.00 $15,400.00
Building....................... 40,000.00 $10,250.00 29,750.00
Equipment................... 11,000.00 6,350.00 4,650.00









Accrued interest payable....................................... 833.33
Reserve for federal income taxes..............................








Capital stock—authorized and outstanding
10,000 shares of no par value............................ $100,000.00
Surplus:
Profit for the three-months period 
ended March 31, 1930.......... $25,843.20
Less—organization expense.........  1,500.00 24,343.20 $124,343.20
$266,973.33
Illinois C. P. A. Examination Question
The following problem was set by the board of examiners in accountancy 
of the University of Illinois on May 15, 1930:
Following is a trial balance of the Maud N. Manufacturing Company, 
Chicago, a Delaware corporation, at December 31, 1929:
Account 
Cash in First State Bank..................................
Customers’ accounts..........................................
Raw material (inventory at December 31, 






Accounts payable and accrued.........................
No-par-value common stock (20,000 shares 
authorized and outstanding).....................










Office rent and expense......................................































Raw materials............................................................. $17,200.50 $10,080.48






















The inventory of December 31, 1928, was sold during 1929.








Engaged in the audit of the books of the company, you find the above 
figures correct with the following exceptions:
(1) Factory overhead has been absorbed during 1929 on the basis of 92 per 
cent. of direct labor which was the correct ratio for 1928; 1929 factory overhead 
absorbed must be corrected by employing the actual ratio for 1929. You are 
to use a percentage without a decimal fraction.
(2) Depreciation expense in factory overhead includes an allowance on 
machinery manufactured for own use to which the excessive overhead has been 
added; depreciation was computed thereon at 5 per cent. (one-half the annual 
rate) which is the proper rate for additions made during the year. The de­
preciation provision must be corrected.
(3) Federal income tax at 11 per cent. must be recomputed.
Prepare, in a form suitable for inclusion in an audit report:
(a) Balance-sheet at December 31, 1929.
Statements for the year 1929 of—
(b) Profit and loss;
(c) Cost of manufacture and sales.
Prepare also (d) a schedule showing the amount of material, labor, and 
factory overhead appearing in the adjusted cost of sales.
Solution:
Under exception (2) it is noted that the factory overhead includes a charge 
for depreciation at the rate of 5 per cent. on the machinery manufactured by 
the company during the year. In ascertaining the rate of factory overhead 
to direct labor for the current year, 1929, it will be necessary to consider this 
charge for depreciation which was based upon the cost of the machinery con­
structed, which cost included a provision for overhead based upon the rate for 
the year 1928. The following computation shows that the overhead rate for 
the current year is 88.746 per cent. excluding any provision for depreciation on 
the machinery constructed, which should not be charged for depreciation on 
itself, incurred subsequently to its completion. The overhead rate (including 
such depreciation), to be applied to cost of sales and closing inventories amounts 
to 88.999 per cent. As the problem states that the candidate is to use a per­
centage without a decimal fraction, the slight variation in the rates is not
considered.
The factory overhead as stated in the trial balance dated 
December 31, 1929 amounts to.............................................. $186,550.05
from which is deducted the provision for depreciation on the 
machinery constructed (5% of $10,751.94).............................. 537.60
which leaves a balance for overhead of................................. $186,012.45
or 88.746% of the direct labor amounting to....................... $209,600.44
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The adjusted cost of the machinery constructed may now be
stated as follows:
Labor........................................................................................... $ 3,800.68
Overhead (89% of $3,800.68)................................................. 3,382.61
Materials..................................................................................... 3,454.63
Total cost............................................................................... $ 10,637.92
The factory overhead rate to be applied to the cost of sales, and 
the closing inventories of work-in-process and finished goods 
is determined as follows:
Direct labor per trial balance.................................................. $209,600.44
Less: Direct labor charged to machinery and equipment. . 3,800.68
Direct labor applicable to cost of sales, and inventories... $205,799.76
Factory overhead, per trial balance....................................... $186,550.05
Less: Adjustment for depreciation (entry No. 2) $ 5.70
Factory overhead charged to machinery and 
equipment................................................... 3,382.61 3,388.31
Factory overhead applicable to cost of sales, and closing 
inventories.......................................................................... $183,161.74
The rate of overhead to direct labor is therefore, $183,161.74 
divided by $205,799.76 or................................................ 88.99+%
Explanatory adjusting entries.
Factory overhead absorbed....................................... $192,832.40
Work-in-process inventory—12/31/29................ $ 25,116.00
Finished-goods inventory—12/31/29.................. 17,848.00
Machinery and equipment.................................... 3,496.63
Cost of sales............................................................. 146,371.77
To reverse the credits to the factory-over­
head-absorbed account.
Reserve for depreciation............................................ 5.70
Factory overhead.............................  5.70
To correct the charge for depreciation taken 
on the machinery and equipment constructed




Work in process inventory—12/31 /29.................... 24,297.00
Finished goods inventory—12 /31 /29...................... 17,266.00
Machinery and equipment........................................ 3,382.61
Cost of sales................................................................. 141,598.74
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Factory overhead....................................................
To charge the above accounts on the basis of 
89% of labor.
Accounts payable and accrued.................................
Provision for federal income tax..........................















Maud N. Manufacturing Company
Balance-sheet—December 31, 1929
Current assets: 







Unexpired insurance premiums................................ 1,234.45
Machinery and equipment......................................... $375,007.09
Less: reserve for depreciation............................... 100,235.26 274,771.83
$534,613,74
Liabilities and net worth
Current liabilities:
Accounts payable and accrued............................. $64,067.23
Net worth:
Capital stock—authorized and 
outstanding—20,000 shares of 
no-par-value..................................................... $256,488.90
Surplus:
January 1, 1929........................... $133,082.51
Profits for the year, after pro­
vision for federal income tax 








Maud N. Manufacturing Company
Statement of profit and loss for the year ended December 31, 1929
Sales.............................................................................. $974,016.22
Cost of sales (exhibit C)............................................ 774,342.28




Office rent and expense.......................................... 3,376.20
------ ----- — 108,690.68
Net profit from operations........................................ $90,983.26
Federal income tax..................................................... 10,008.16
Net profit for the year after provision for federal 
income tax............................................................ $80,975.10
Exhibit C 
Maud N. Manufacturing Company
Statement of cost of goods manufactured and sold for the year 
ended December 31, 1929
Work in process—January 1, 1929.......................... $ 98,932.48
Materials:




Amount used in construction of 
machinery............................ $ 3,454.63
Inventory, December 31, 1929.. 10,080.48 13,535.11 285,399.49
Labor..................................................... $209,600.44
Less amount used in construction of machinery. 3,800.68 205,799.76
Factory overhead................................ $186,544.35
Less amount applied to machinery construction 3,382.61 183,161.74
Total manufacturing costs............................ $773,293.47
Less: work-in-process inventory, December 31, 
1929....................................................................... 91,201.02
Cost of goods manufactured......................... $682,092.45
Add: decrease in finished-goods inventories: 
Inventory, January 1, 1929.............................. $157,766.33
Inventory, December 31, 1929............................. 65,516.50 92,249.83
Cost of goods sold....................................................... $774,342.28
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Maud N. Manufacturing Company
Schedule showing the amount of material, labor and factory overhead 
appearing in the adjusted cost of sales
Raw 
Material
Inventories at January 1, 1929:
Raw material................................ $ 17,200.50













Totals in inventories at 
January 1, 1929............ $120,875.31 $ 79,700.00 $ 73,324.00 $273,899.31
Amounts applied to production 
during the year......................... $281,734.10








Total...................................... $278,279.47 $205,799.76 $183,161.74 $667,240.97
Grand total........................... $399,154.78 $285,499.76 $256,485.74 $941,140.28
Deduct:
Inventories at December 31,1929: 
Raw material........................ $ 10,080.48









Totals in inventories at 
December 31, 1929...... $ 78,535.00 $ 46,700.00 $ 41,563.00 $166,798.00
Amounts included in cost of sales 
for the year............................... $320,619.78 $238,799.76 $214,922.74 $774,342.28
The factory overhead has been corrected to the adjusted rate of 89% of labor.
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